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The new head of a regulatory body usually takes over an operation that is up and running. The appointee can decide what issues to pursue in setting an agenda for the agency.

For William H. Webster, named on Friday to head the new Public Company Accounting Oversight Board, the reverse is true. He and his four colleagues will have to decide the most basic matters, ranging from where the board will meet to how it will function. They must also hire a staff that will no doubt be sizable.

But the issues on their agenda are set by law, and some of them are highly charged in the current atmosphere. As it begins, the board must decide the extent to which it is willing to simply continue with rules on the conduct of audits that already exist. It will deal with the question of whether to further restrict consulting activities by auditing firms.

It also needs to set up a mechanism to review the quality of audits and to discipline auditors. The law calls for the board's staff to review actual audits in determining whether an accounting firm has met its professional responsibilities.

All those decisions will be made in an atmosphere tinged with politics and suspicion. Many in the accounting profession were insulted by the very decision to create the board, and fear that it will be unreasonably tough. But many of those who pushed for a tough law fear that the board will be too willing to listen to the accounting industry's leaders. Those tensions were reflected in the bitter division of members of the Securities and Exchange Commission in appointing Mr. Webster.

To reformers, it is clear that auditors have failed far too often to live up to their mandate of protecting investors by being independent reviewers of corporate accounts. Highly publicized cases where auditors gave in to clients have damaged confidence. But the leaders of the auditing profession think that few changes are needed, and that the board should defer to the existing industry practices and standards.

For the board, the decisions on discipline may in the end be the most important. But it will be a challenge for Mr. Webster and his colleagues to show the public that they are doing anything — assuming they are.

That is because the law, seeking to protect the reputations of accountants who might be wrongly accused, and of accounting firms, mandates extensive secrecy. If the board concludes that the "quality control systems" of an auditing firm are deficient, it must keep that finding secret for a year, and then can release it only if it finds that the firm has failed to make corrections. If it does make corrections, the board's opinion is to be kept secret forever, and investors will presumably never learn that audits they relied upon were issued by a firm with such problems.

Similarly, while the board is able to impose penalties on individual auditors or audit firms, it must keep secret its hearings and its decisions until the S.E.C. has considered any appeal.

Some regulators think that the board should look for a way to publicize its actions, perhaps with names deleted or though periodic reports, in an effort to get around the secrecy rules. It will be interesting to see what steps, if any, the board takes in that regard.

But before that happens, the board will need to decide where its primary meeting place will be. The board will be based in Washington, but there has been consideration given to having most of its operations in New York, where the financial markets are located and the major accounting firms are based.

Then there is the question of how the board will function. The law allows it either to let each member take on specific responsibilities, like auditing standards, or to operate more like a committee, with the entire board making decisions.

An important early decision will be the board's adoption of auditing standards. While accounting standards — setting the rules for when profits can be recognized, for instance — are set by another group, the Financial Accounting Standards Board — auditing standards determine what steps auditors must take to ensure that financial reports conform to the accounting rules. 

It can, if it wishes, adopt the existing standards set by the Auditing Standards Board of the American Institute of Certified Public Accountants. Given the perception that those standards have been weak — and that the accounting institute bitterly fought many provisions of the new law — this would be interpreted by some as a backing away from reform.

But to set new standards will require promptly establishing a quality staff and making quick decisions.

In several areas, the board is authorized, if it wishes, to largely rely on the accounting institute. Or it can establish its own advisory bodies. If it does the latter, the appointments to those bodies could be an important sign of where the board is heading.

Then there is the issue of new restrictions on consulting by auditing firms. The legislation bars auditors from performing a number of services for their auditing clients, but also gives the board the power to add to that list. How it approaches this will be closely watched.

The new board includes Willis D. Gradison Jr., a former congressman; Kayla J. Gillan, a former lawyer for the California Public Employees' Retirement System; Daniel L. Goelzer, a former S.E.C. general counsel who is also a certified public accountant; and Charles D. Niemeier, the chief accountant of the S.E.C.'s division of enforcement, in addition to Mr. Webster, who was a securities lawyer many years ago before becoming a federal judge, head of the F.B.I. and director of central intelligence.
Contrary to what some had expected, none of the members served on the Public Oversight Board, which can be viewed as a predecessor body. That board tried to oversee the auditing profession but could not mount its own inspections of the accounting firms. Instead, it had to rely on peer reviews by other firms. And when it tried to expand the scope of its actions, it clashed with the accounting institute over financing. Few think that the Public Oversight Board did a good job, but the lack of memory of its struggles could be a handicap for the new agency.

In the end, much of what happens may be determined by what scandals, if any, erupt as decisions are being made, and perhaps by the course of the stock market. It was the Enron scandal that got Congress talking, and it was the WorldCom scandal that broke what appeared to be a Congressional deadlock and led to passage of a law much tougher than the accounting industry expected or wanted.

New scandals while major decisions are being made could step up the pressure for change, while a rising stock market and a lack of scandals could strengthen the hands of those who think that few changes are needed.
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